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THE WH ITE H O DS E 
WASHINGTO N 
April 4, 1977 
To Senator James Eastland 
I appreciate your interest in import 
restrictions on shoes. 
Enclosed is a copy of my statement on 
this matter. Thank you for letting 
me know of your concern. 
Sincerely, 
The Honorable James o. Eastland 
United States Senate 
Washington, D.C. 20510 
· .-
STATEMENT BY PRESIDENT CARTER ON THE 
FOOTWEAR IMPORT RELIEF CASE 
I am very -reluctant to restrict international 
trade in any way. For 30 years the United States has 
worked for the reduction of trade barriers around the 
world, and we ·are continuing to pursue this goal 
because this is the surest long-range way to create 
jobs here and abroad. Only problems as extreme as 
those faced by the American SIloe industry could force 
me to seek even modest mandatory limits on imports. 
I have seen those special problems first-hand, during 
visits to many shoe plants throughout the country. 
The number of firms in the shoe industry dropped 
from 600 in 1968 to 380 today -- a 40% decline. Employ-
ment in that same period fell by 30%, which represents 
a loss of 70,000 jobs. Imports from our two major 
overseas suppliers have increased by more than 100% . 
in the last two years, and seem to be increasing even 
more rapidly in recent months. 
I have .decided to reject the restrictive tariff rate 
quota recommended by the International Trade Commission 
because that recommendation did not fairly balance our 
concerns for domestic jobs and production, inflationary 
pressures, and expanded world trade. · 
But I have also decided to grant import relief 
to our domestic shoe industry, and have therefore 
instructed Special Trade Representative Robert Strauss 
to negotiate orderly market agreements with Taiwan and 
Korea. 
Over the long haul, the solution to difficulties 
in the shoe industry lies not in the restriction of 
imports but elsewhere -- in innovation and modernization 
of our own production facilities and the financing to 
make these possible. 
The American shoe industry needs an expanded and 
more effective program of assistance to help it meet 
foreign competition. I have directed the Secretary of 
Commerce to work directly with the Secretary of Labor 
and Ambassador Strauss in developing such a program. 
Toward this end, these officials will see that existing 
assistance programs work better. 
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In addition,' I will recommend to Congress within 
90 days any legislation which may be needed to provide: 
• Technological aid to increase production ' 
efficiency and develop 'new production methods. 
• Data and market research ,to pinpoint new 
marketing opportunities e ' 
• Assistance for affected communities and workers~ 
• Help with promotion and marketing services. 
• Financial assistance to support these 
initiatives. 
\ 
\ 
, 
, 
\ 
THE WHITE HOUSE 
WASHINGTON 
April 25,1977 
To Senator James Eastland 
lam writing to you today about the Hospital Cost Containment Act 
of 19'77. I believe it is essential to the interest of all Americans . 
This legislation will establish sound, administrable, and transitional 
restraints on skyrocketing hospital costs until permanent reforms on 
health care delivery and financing can be implemented. Without such 
legislation, our present financing mechanisms, public and private, 
may break down under the pressure of annual increases in hospital 
costs of 15 percent or more. 
Our health system requires permanent reforms, such as reimbursement 
methods that do more than simply respond to costs incurred, effective 
utilization controls , and ,greater emphasis on primary and preventive 
care. But the need for forceful, effective action in the short-term 
is clear and compelling. Indeed, without immediate action, some 
crucial reforms may not be possible. The enclosed material explains 
in detail the provisions of the legislation and the urgent need for 
this bill. 
I strongly believe that hospital cost containment legislation is 
essential, and I urge you to support the Hospital Cost Containment 
Act of 1977. 
Sincerely, 
~------- , ,.. 
The Honorable James O.Eastland 
United States Senate 
Washington, D. C . 20510 
Enclosures 
U. S. D'EPARTMENT OF HEALTH, EDUCATION, AND WELFARE 
EMBARGOED FOR RELEASE UNTIL AFTER THE BRIEFING Ot~ THE 
PRESIDENT'S HEALTH INITIATIVES MESSAGE, MONDAY, APRIL 25, 1977 
CHILD HEALTH ASSESSMENT ACT OF 1977 
Background 
The prevention of illness must bea key component 
of any national health effort. It is not only better but 
less costly health policy to prevent illness than to treat 
it after it has already occurred. 
No segment of· our population is in greater need of 
preventive health care, or less able to afford it, than the 
children ,of the poor. To the degree that the nation can 
. provide good health care for these children, it will both 
enable them to lead more productive lives and reduce the 
costs of ' medical treatment. 
Poor children do not now receive good, regular health 
care: 
o They are likely to have twice as many hospital 
days as children with adequate income. . 
o They lose more days from school. 
o They are bedridden ~ore days. 
o They have more chronic diseases. 
o They have less access to a regular source of 
physician's care. 
Current efforts to improve health services' for poor 
chil'dren are' 'c'lea'r 'ly' 'in'a'deq'uate. The rna j or exi sting progr am , 
entitled Early and Periodic Screening, Diagnostic and Treat-
ment (EPSDT), seeks to provide health screening and treat-
ment for Medicaid-eligible children. 
o EPSDT reaches only 30 percent of the 12 million 
children currently eligible for Medicaid. 
o Approximately 22 percent of the children screened 
under EPSDT and found to need treatment do not get the 
• serVlce required. 
o The program does not reach an estimated 700,000 
children under six who are in families whose income meets 
State financial requirements for Medicaid but whose family 
structure (the father is present, for example) makes them 
ineligible for Medicaid. (States now have the option 
of covering children in such families under Medicaid, but 
only 16 States now do so.) 
The proposed new Child Health Assessment Program(CHAP) 
would substantially strengthen the existing· pr·ogram by: 
o Requiring States to provide Medicaid and EPSDT 
services to the estimated 700,000 poor children under six 
whose family structure makes them ineligible fo~ Medicaid. 
o Providing an incentive to States to improve their 
current service to all poor children by increasing the 
Federal Medicaid matching rate for all assessment performed 
for currently eligible children by the States, all such 
assessment for new children who will not be eligible for 
the program, and for all ambulatory (non-hospital) medical 
care required by children who have been assessed. The new 
Federal match wi ll average over 75 percent of the cost of 
. providing · these services, as opposed to the current nation-
wide average Federal share of 55 percent of all services. 
o Providing net fiscal relief to the States of some 
$18 million in Fiscal Year 1978. The increase in the 
Federal match will more than offset the higher costs to 
States of serving more children. 
o Improving the quality of care for children. assessed 
under this program by gradually phasing in over the next 
three years the requirement that assessments be performed 
through comprehensive health care centers or primary care 
physicians capable of delivering necessary follow-up 
diagnosis and treatment. 
o Requiring that all children reached by this program 
be immunized against childhood diseases. 
o Providing additional incentives to States to meet 
certain goals and standards· by increasing the Federal 
matching payments from 50 to 75 percent for all Medicaid 
• 
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administrative expenses i n States which meet such goals 
while assessin-g a pena lty agai nst the Federa l shar e of 
Medicaid administrative costs f or failure to meet cert ain 
standards under the cur r ent l aw. 
I. Purpose 
The Child Health Assessment Program would s ubstantially 
improve the EPSDTprogram by reaching more poor children with 
more comprehensive, continuing primary and preventive health 
care . 
II. Key Features of CHAP 
A. Eligibility and Participation 
--CHAP would require States t o provide Medicaid 
·coverage for all children under 6 years old whose 
families meet the State's income test for Aid to 
Families with Dependent Children (AFDC), but whose 
family structure makes them ineligible for AFDC. 
States would continue t o have the option to serve 
~ other medically needy children under 2.1. 
--12 million children are currently eligible 
for Medicaid services . An estimated 700,000 
additional-children under six years of age 
would become eligible under CHAP. 
--The estimated number of children reached would 
increase from 1.9 million screened under EPSDT -
in FY 1976 to 2.7 mi llion children in FY·1978. 
It is hoped that the fiscal incentives and other 
features of t he program will be strong enougQ to 
bring 75 percent of all eligibles, or 9.8 million ' 
children, under t he program by FY 1982. 
--To assure contiriuity of care, a child who 
has been assessed under the program would continue 
to be eligible f or medical care for six months 
after eligibility fo r .medical assistance ,would 
otherwise end because the family income has 
increased. 
B. Covered Services· 
-
Standa rds would be es t abl i s hed by regulation 
fbr a uniform hea lth asses sment, to ' include a 
health history, physical examination, hearing 
5 
For 'ex'ample, a State now receiving 60 percent 
~ouldreceive 7~ percent; a State nOw at 75 
percertt w6uld receive 82.5 percent. 
The currefit matching rata would continue for 
medital ~ervices received by children who are 
not assessed. 
Making more children eligible for care will require 
increased treattnerit reSOurces. A maj or factor 
in the low extent t iC which poor' chi ldren are 
currently /assessed i~ the ,lack of adequate p~r-
" sonne+and facilities in the areas of.gr~atest 
ne~d. Forthi~ tSA~on, ,a fund of $25 million 
would be appropriated to establish, ~xpand, or 
, improve health cent~r services under the 
community health , c~hter 'program. Priority will 
be given to the estciblishment. of health centers 
'in areas with a shortage of 'comprehensive care 
providers participating in the CHAp program. 
' F. ~gencies pr6vidihg Scr~~qing S~rvices Only 
Reimbursemeht at the .hi~her matching rate would 
contihue ,to pay for ' scr~ening performed by agencies 
now conducting I scre,ening "services, provided ' that 
wi thin 'one year th~se agencies developed "approved 
referral a:ttahgemel1ts with providers,' who would ' 
render needed tre'atmsnt" ,and after ' 3 years had 
developed the capacity to provide treatment 
directly. 
I , ' 
Afte'r 3 years j reimbur'sement to screening agencies 
would not be prov~ded uniess they are located in 
a 'geographic area in which th,e Secretary waived 
the Inorestringent requirement. This provisi'on is ' 
designed to give these agencies the time they 
need to convert to ~omprehensive care. The resource 
development fund can be used ' to aid this process. 
To assure that at least the current level of service 
is continued in all areas, the Secretary would 
provide waivers to allow reimbursement for screening 
agencies where ,there is evidence that sufficient 
'providers are 'ribt 1wiliirig or able to 'enroll as 
co:tnprehensi ve . pr6!viders. 
6 . 
G. Performance Criteria, Incentives and Penalties 
-
Performance criteria would be established to provide 
a standard against which a State's achievements 
would be measured. Criteria would include such 
accomplishments as percent of eligible children 
assessed, percent of detected conditions treated, 
and percent of children fully immunized. 
A 75 percent Federal matching rate for administration 
would be offered for good performance, rather than 
the current 50 percent. A penalty would be assessed 
against the matching rate for failure to meet the-
administrative standards under current law. The 
pe'nalty would apply after notice of unsatisfactory 
performance. 
H. State Advisory Committees 
States would be encouraged to establish Child 
Health Advisory Committees to assist the States 
in developing an implementation plan to carry out 
the requirements of this program. This might take 
,the form of a special coromi ttee of an existing 
group such as the State's Medicaid Advisory 
Committee or the State's Health Planning and 
Development Agency. 
SUMMARY OF COSTS 
(FY 1978) 
Federa-1 State Program 
componen"t: Costs Costs 
Additional costs for care matched 
at higher rate for current eligibles 
All care for new non-categor~cal 
recipients 
Grace period after eligibility' 
termination 
Increased administrative expenses 
Bonus for meeting performance standards 
Community level resource development 
TOTAL 
(In millions) 
60 -60 
48 28 
27 14 
10 10 
10 -10 
25 ~o-
180 ~l8 
U. S . DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE 
EMBARGOED FOR RELEASE UNTIL AFTER THE BRIEFING.ON THE 
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HOSPTIAL COST CONTAINMENT ACT OF 1977 
The Bill In Brief 
Objectives: To curb the inflation in hospital costs, which 
is currently running far ahead of other prices·, a .nd to pave 
the way for more fundamental reform of the methods by which 
hospitals are paid and of the supply and distribution of 
health care services. 
Basic Method: Increases in hospi tal, revenues from in-pai tent 
services would be limited to approximately 9 percent in 
the first year the legislation was in effect and gradually 
declining amounts in subsequent years. 
Coverage: In-patient hospital revenues of acute-care 
hospitals. (Chronic-care hospitals, which are chiefly mental 
hospitals, hospitals less than two y~ars old and Health 
Mainte·nance Organization (HMO) hospitals would be excluded 
from the coverage of the Act.) 
The Basic Limit: This would be set by a formula reflecting 
general price trends in the economy, plus an allowance 
for some added intensity of patient services. 
Exceptions: Exceptions to the revenue limit would be granted 
only for extraordinary changes in patient load, or for major 
increases in capital facilities, equipment or services. 
Low-wage Workers' Adjustment:~he permissible increase in 
revenues could be adjusted upward, for any individual 
hospital, to allow for the actual wage increases granted to 
non-supervisory employees. 
State Waivers: Hospitals in states that have strict cost-
containment programs and meet other specifie~ conditions can 
be excluded from coverage. 
, ' 
2. 
Capital Expenditures: A dollar limit would be established 
annually on new capital expenditures by the covered hospitals. 
This limit would be allocated, state-by-state, based on 
a population formula. In addition, increasing the number 
of beds would be banned outright in areas having a surplus 
of beds. 
BACKGROUND 
Rapidly Rising Costs 
Hospital costs--which account for 40 cents Of every 
dollar Americans spend on health care--have been escalating 
far faster than the overall cost of living for more than two 
decades. 
Since 1950, the cost of one day's stay in a hospital 
has increased more than 1,000 percent, compared with a 136 
percent climb in the Consumer Price Index. 
The past decade has witnessed a continuation, and in 
some cases an acceleration, of the inflationary trend in 
hospital costs. For example, since 1965: 
· The average cost of a day's hospitalization has 
increased more than 300 percent, from $41 to · more than $158. 
I 
· The cost of an average hospital stay climbed from less 
than $300 to more than $1,300. 
· The nation's total hospital bill jumped to $55.4 
billion--or an average $254 per person and over $1,000 per 
family. 
And the end of the upward spiral appears nowhere in 
sight. 
In calendar year 1976, the cost of a stay in a hospital 
increased more than 15 percent-~or twq and a half times the 
6 percent increase in the Consumer Price Index. The hospital 
cost increase even outstripped increases in the costs of 
energy and food. 
In 1976, Federal, State and local governments spent 
nearly $4 billion more for hospital care than one year 
earlier. 
• 
3. 
In 1976, States paid $7 billion as their share of the 
Federal-State Medicaid program for the poor--or more than 
double the $3 billion States invested in Medicaid in 1971. 
Special Causes of Hospital Cost Inflation 
Two factors unique to the hospital industry lie behind 
the explosive growth in . hospital costs. 
The first factor is a third-par~y payment system that · 
gives patients and their physicians little cause to consider 
hospital costs. More than 90 percent of all hospital costs 
are paid for by . someone other than the patients~-by Medicare, 
Medicaid, Blue Cross or other insurance carriers or public 
programs. Few patients even know what their hospital stay 
costs. 
The second inflation-promoting factor is that third-
party payors reimburse hospitals on the basis of whatever 
the hospitals state as their costs, or whatever price the 
hospital charges. This cost-reimbursement system fails to 
provide bospitals with any economic incentives for holding 
· down costs. In fact, the reimbursement system tends to 
encourage hospitals to add expensive new facilities and 
technologies. As a result, many hospitals have extremely 
costly and greatly ~nder-utilized services and equipment 
and the ·nation as a whole has 100,000 more hospita~ beds than 
it needs. 
Impact of Hospital Cost Inflation • 
Runaway hospital costs represent a "hidden-tax" on 
workers and their families. For example: 
• Americans today must work more · than one full month 
of every year just to pay for their health care. It takes 
at least two weeks' wages j~st to cover hospital costs. 
· Higher health insurance' premi~s paid for fully or 
in part by employers drain off ~oney that could have been 
passed on to workers in the form of higher wages or pensions. 
· Private health insurance premiums climbed an average 
15 to 20 percent last year alonee Blue Cross premiums for 
the Federal Government's own workers rose 33 percent last 
year alone. 
4. 
Runaway hospital cost inflation also has caused severe 
distortions in the nation's overall health care delivery 
system. While hospitals devour extra billions of dollars 
each year, other vital health care programs--such as 
immunizing children and other sickness-prevention programs--, 
have been short-changed. 
In effect, we as a nation have been investing 'so much' 
in curing illness by the ' most expensive means--acute care 
hospitalization--that we have not been readily able ' to afford 
steps to help us avoid acute illness in the first place. ' 
Future Impact of ' Unrestrained Hospital Cost Inflation 
At its present inflationary rate, the nat~onal cost of 
hospital care will double in the next five years. , In Fiscal , 
Year 1977 alone, total hospital spending will climb another 
15 percent to $63.7 billion. 
Just as States have had to raise taxes to cover their 
ballooning Medicaid costs, so has the Federal Government had 
to set more and more money aside for health care. 
Today, nearly 12 cents of every Federal dollar goes for 
health care--nearly 9 cents for hospital care alone. 
Based on these inflationary patterns, the need ,for 
controlling increases in hospital costs is clear , and compelling. 
Savings By Restraining Costs 
The savings resulting from implementation of the 
Administration program would be enormous. In Fiscal Year 
1978 alone, net savings would total $1.855 billion--including 
$578 million in Medicare funds, $143 million in Medicaid 
and $879 million in private funds. 
By 1980, net savings would, nearly triple to $5.58 
billion--including $1.755 billiop under Medicare, $429 
million under Medicaid, and $2.64 billion in orivate funds. 
. . 
The effort to restrain inflation in this unique 
industry is a major component of the Administration's overall 
anti-inflation program. 
5~ 
Need for Transitional System 
Fundamental reform of the methods by which hospitals are 
paid ' and in the supply and distribution of health care 
services is essential, regardless of future prospects for 
enacting national health insurance legislation. Permanent 
structural reforms of the health care reimbursement system 
are expected to take up to three years to put in place. . 
In the meantime, a transitional program is necess~ry to bring 
the increase in hospit~l costs more in line with price trends 
in the rest of the economy. ' 
It is important to stress that the Hospital Cost Contain-
nlent Ac't of 1977 embodies a purely transitional program. 
The Act ' provides that by March 1, 1978 the Secretary of HEW 
shall submit his recommendations to the Congress on the form 
and content of a longer-range program. 
But the success of any long-range program would be 
damaged by a failure to begin restraining health cost inflation 
now. 
DETAILED SUMMARY AND RATIONALE 
I 
I. Basic Method 
Total hospital revenue would be constrained by limiting 
increases in payments from , each third-pa~ty cost payor--such 
as 'Blue Cross, Medicaid and Medicare--and from charge payors 
--including private insurance and individuals who.pay their 
own bills-.-as a class. The limi t would be about 9 percent 
in the first year of the program. The program would begin 
October, 1977. 
Rationale 
--The approach can be implemented and administered 
quickly and simply. 
--It requires no new data collection or reporting forms 
and can be readily understood by hospitals. 
--It guarantees immediate savings to the Medicare and 
Medicaid programs, to private insurance and to the public. 
6. 
--Future year savings will be even greater as hospital 
managers alter employee staffing patterns and take a more 
cost-conscious view of expenditures for new services and 
equipment. 
II. Coverage 
The program would cover the in-patient revenues of 
about 6,000 acute-care and speciality hospitals. It would' 
exclude chronic-care hospitals, new (less than 2-year-old) 
hospitals, and those getting at least 75 percent of their 
revenues from Federally defined Health , Maintenance Organizations 
(HMOs) on a capitation basis. Federal hospitals would not 
be covered directly; such hospitals would be directed by 
the President to stay within the limits. 
Rationale: 
--The cost-containment program would apply only to in-
patient services because they represent the most expensive 
mode of treatment. The Administration views as desirable 
shifts from in-patient to out-patient care when quality of 
care is maintained, since out-patient care is considerably 
less costly. 
--Federal Government hospitals would not specifically 
be included in the legislation because these facilities 
already operate under , budget constraints--and these constraints 
would be modified with respect to short-term in-patient units 
to reflect the objectives of the overall national system and to 
set an example for the pri va'te sector. 
--Exemption of hospitals dealing predominantly~with 
Federally defined HMOs provides an added incentive for further 
development of these cost-effective organizations. Chronic 
care hospitals would be excluded because they do not have 
the same inflationary problems as acute-care hospitals. 
, --To prevent hospitals from shifting costs of in-patient 
services outside the hospital , to avoid the revenue limit, the 
ceiling would exclude from the base any services previously 
performed in the hospital that were moved out of the hospital. 
III. Setting the Basic Limit 
The basic limit on in~reases in total-inpatient care 
revenues would be set by a formula reflecting general price 
trends in the economy as a whole, plus an addi,tional ~ount to 
accommodate some increase in intensity of patient services. 
• 
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The formula would use the "GNP deflator," published by 
the Commerce Department, which measures price changes in 
the whole economy, and would work as follows: 
The allowable increase would equal the 
increase in the GNP deflator for the most 
recently published 12-month period, plus 1/3 
of the difference between the average annual 
increase in hospital costs in the preceding 
two years and the increase in the GNP 
deflator in that same perioq . 
Example: Assume for 1975 and 1976 that the 
increase in hospital costs was 15 percent 
and the increase in the GNP deflator-for 
the relevant periods was 6 percent. 
Allowable increase = . 6 (GNP deflator) + (15-6) 
3 
- 6 + 9 
-3 
- 6 + 3 
- 9 
In future years, as the gap between overall price 
increases and hospital costs narrowed, the allowable increase 
would come down. 
Rationale: .. 
--A legislated formula based on a general economic price 
index plus an allowance for limited expansion of services 
should serve to reassure hospitals that unreasonably low 
limits will not be set. 
A formula based on the overall rate of price increases 
in the economy will reflect increases in the costs of the 
things hospitals buy, in most instanc~s. 
--The additional allowance for expansion of services 
provides a cushion to hospitals with above-average increases 
in ' the prices of what they buy. 
8. 
IV. Adjusting the Basic Limit for Changing Patient Load 
The basic limit would be adjusted to reflect any major 
changes in patient load: 
-~Increases in total allowable revenue would remain 
constant where patient load, measured by admissions, increased 
2 percent or decreased by 6 percent (10 percent in -the case 
of small hospitals--those with f ewer than 4,000 annual 
admissions). 
--Revenue increases equal t o one-half of average revenUe 
per stay in the base year would be allowed for each increased 
admission beyond ' 2 percent. However, no additional allowance 
would be made for admissions beyond 15 percent -in the case 
of large hospitals unless a specific exception, were granted. 
--Similarly, revenue decreases equal to one-half of 
average revenue per stay would be i mposed for decreased 
admissions below 6 percent. For reductions in patient load 
beyond 15 percent, full revenue reduction would be imposed, 
~xcept for small hospitals. 
EXAMPLE 
Assume that the basic revenue increase 
limit is 9 percent and that Hospital .Xls 
base year revenue figure is $10,000,000 
derived from ' 10,000 admissions--$l,OOO 
an admission. If Hospital XiS admissions 
in the year beginning October 1, 1977, 
are the same as in the base year then 
the total revenue allowed to the hospital 
is $10,900,000--$900,000 more than in 
base year. 
If the number of admissions in the 
hospital increased to 11,000, 1,000 or 
10 percent more than in the base year, 
the hospital is a~lowed a $500 increase 
in revenue--50 percent of the revenue 
per admission in the base year--for 
800 of these admissions (the excess 
over 2 percent), or $400,000. 
Rationale: 
9 • 
Thus, the total revenue allowed for 
Hospital X would be $11,300,000 (re-
presenting the basic increase of $900,000 
plus the increase of $400,000, ref l ecting 
the , increased patient load). The l i mit 
on payments per admission by each major 
type of third·party payor would be 
adjusted accordingly. 
--The adjustment provides incentives for hospitals to 
identify and reduce unnecessary hospital utilization. 
--Limiting to 50 p~rc~ht the automatic upward adjustment 
in revenues for major changes in patient load -reduces the 
incentive to increase admissions arbitrarily. 
--Special treatment for small hospitals, which are 
subject to wider percentage changes in patient load from 
year to year, would not seriously undercut the effectiveness 
of the overall constraint, ' and would ease Federal administra-
tion of the Act. 
v. Applying the Limit 
To ·meet the overall limit of about 9 percent, the allowable 
increase in revenue per ad~ission would be calculated by 
estimating the expected changes in hospital admissions. For 
example, with an overall limit of 9 percent and an estimated 
increase in hospital admissions of 2 percent, a hospital 
would be permitted an increase in average revenue per ad-
mission of 7 percent. Cost payors would estimate the limit 
per stay for purposes of interim reimbursement, based on any 
anticipated changes in patient load, and apply the actual 
limit in final settlement, usihgfinal fiscal year data 
on actual chariges in patient lbad. ' 
In addition, the Medicare intermediary would assume 
responsibility for determining - any excess charges per stay 
for commercial carriers or self~paypatients, ' from data 
routinely reported on Medic~ie cost reports. 
If total charges per stay exc,ee,ded the rate of increase 
allowed , for th,e hospi tal" i;1: , would be "required to reduce 
charge increases in t~e f91lowipg ,ySar accordingly. ,Adequate 
public notice of the hospital's violation wotild be required. 
Any hospital or third-party payor that was found , to have paid 
or received funds in violation of this Act could be required 
- to pay a tax to the u.s. Treasury equal to 150 percent of the 
amount in violation. 
Rationale: 
10. 
EXAMPLE 
If Hospital X overcharged charge-payors 
by $10,000 in a year, then refused to 
put the overcharge in escrow to be deducted 
from the following year's ceiling, · it would 
be subject to a tax of $15,000 .. 
--Applying the allowable percentage ~ncrease by major . 
type of · payor is administratively simple, permits each major 
third-party payor (Medicare, Medicaid, Blue Cros~) to make 
final settlements without waiting for all other payors, and 
would not require any additional reporting forms or audit. 
~-The approach is neutral with regard to type of payor, 
neither favoring nor discriminating against any type of payor. 
--Imposing the tax and requiring hospitals to publicize 
any overcharges should be a significant deterrent to excess 
charge increases. 
VI. Base for Applying the Limit 
The base would .be the dollar total of the hospital's 
revenue -from each class of payor for calendar 1976 (or, in 
the case of hospitals with a non-calendar fiscal year, for 
its accounting year that ended in 1976) .. To bring the 1976 
base up to date, an adjustment would be made that would treat 
the reven~e increases in 1977 as though they had been the 
same as the average annual increase in the two years 1975 
and 1976. However, the adjustment rate could not exceed 
15 percent or be lower than 6 percent. 
Rationale: 
--This method would as~ure that any hospital which 
raised charges after public announcement of the Administra-
tion's hospital cost containment effort would not benefit 
from that action. 
--It would reward hospitals with increases in their 
revenues of less than 6 percent annually in recent years. 
--Using previous trends from a period of generally 
high cost increases is a generous standard, 'and should not 
impose a burden on hospitals. 
,; 
, 
I 
, 
I' 
11. 
VI. Exceptions: 
Exceptions to the total revenue limit would be permitted 
on only two grounds: 
(1) Exceptional changes inpatient load (anticipated 
to encompass about 3 percent of all hospitals); 
and 
(2) Major increases in capacity or types of services, 
or major renovation or replacement of physicial 
plant. 
Local and state health planning agencies would review 
and comment on exceptions. To receive added r~venues under 
any exception, a hospital would also have to demonstrate 
a relatively poor financial condition. Specifically, it 
would have to show that its ratio of current assets to current 
liabilities put it in the bottom 25 percent of hospitals 
covered by the program. 
HEW would have to act on requests for exceptions within 
90 days or the hospital and third-party payors could presume 
approval. 
Any hospital granted an exception would be subject to 
an operational rev~ew of effectiveness and efficiency by 
the HEW Audit Agency' or its agents. The report of the HEW 
findings would be made public. 
Rationale: 
--Limited criteria for exceptions are necessary to 
maintain the effectiveness and administrative simplicity 
of the program. 
--Strong tests of community necessity for new services 
by . health planning agencies and the ,requirement that a 
relatively poor financial condition be demonstrated should 
ensure a limited number of exceptions. 
VIII. Adjustment for Non-~upervisory'Employees: 
To avoid an inequitable impact on the earnings of low-
wage hospital workers, hospitals would be permitted an ad-
justment of the revenue limit based on actual increases in 
pay they granted to noh-supervisorYI employees. At the end 
of 18 months, the Secretary of ' HEW would determine if the 
adjustment should be continued. 
.... 
12. 
Under this method, the hospital revenue-increase limit 
is computed by making a separate calculation for the wages 
of non-supervisoryemploy~. 
Rationale: 
EXAMPLE 
Assume that Hospital XiS costs in the 
base year are distributed as follows: 
35 percent for wages of non-supervisory 
employees · and65 percent for all other 
costs. Assume that the earnings per non-
supervisory employee have increased 11 
percent in the current year. In this 
case, the revenue-increase limit is 9 
percent for 65 percent of the hospital's 
costs and 11 percent for the remainder, 
or a total of 9.7 percent. 
--This provision is needed to assure that low-wage 
hospital workers do not bear the brunt of the cost containment 
program. 
IX. Maintenance of Effort 
Hospitals would be required to maintain their charity 
patient load shares . . Enforcement would be on the basis of 
investigation by health planning agencies of complaints by 
other area hospitals. 
Rationale: 
--Although it is not expected to be a major problem, 
there is a possibility that some hospitals would seek to avoid 
the intent of the limits by replacing patients without any 
insurance coverage with those covered by government or private 
insurance. This provision would reduce that possibility. 
X. Disclosure 
Hospitals would be required to m~ke available to the 
s public current charge schedules 'and .cost-reimbursement 
reports. The local health service agency would publish 
every six months a list of hospitals with their charges for 
typical services. 
13. 
Rationale: 
~-These provisions would foster better understanding 
of hospital costs by consumers and other concerned parties 
and provide an incentive for self-enforcement of the Act by 
hospitals. 
XI. State Programs 
Hospitals in States which receive a waiver from the 
Federal cost containment program would not be covered. A 
State would have to meet the following conditions: 
a. A hospital cost containment program must have 
been in effect in the State for at least one 
year prior to the requested waiver; 
b. That program included all payors in the State 
(except Medicare) and covered at least 90 percent 
of the hospitals that would be included in the 
Federal program; 
c. . The State agrees to comply, on an aggregate basis, 
with the basic Federal ceiling; 
d. There is the expectation, based on demonstrated per-
formance, ·that the State will achieve the Federal 
objective under its own program; 
e. The State plan provides that any excess revenues 
generated will be returned to payors. 
• 
The requirement that all payors except Medicare have been 
included in the State plan can be waived if the States has had 
a program covering at least 50 percent of total hospital payments 
for one year and the State adds all payors to its plan 
effective no later than the time of the requested waiver. 
New State programs could be added over time, but only 
under the strict criteria of the experimental programs 
established under present law. , 
Rationale: 
Recognition should be given to State activity in hospita~ 
cost containment since the methods developed by some States 
are more sophisticated and refined than the initial national 
effort. 
14. 
XII. Enforcement 
Payment above the cost containment limits would be 
disallowed under the Medicare and Medicaid programs. 
Payment 
of hospitals 
a tax at the 
payors. 
by Blue Cross or other cost payors, or receipt 
of excess revenues, would be subject to 
rate of 150 percent unless rebated to the 
, . 
Local Health Systems Agencies (HSAs) and State health 
planning agencies would be required to comply with provisions 
of th~ p~ogram ' or face ldss of ' their designation and ' of 
Federal fundirig under the ',Public H~althService Act. 
Rationale: 
--Unless all hospital revenu~s are controlled, hospitals 
would have ~n incentive t6 discri~inate ~gain~t Federal 
benefi6iaries for ~hom th~y ' receiv~ lower payments, and 
to compensate for revenue reduction by increasing costs 
to private plans and individual payors. 
, , 
XIII. Capital Expenditure Program 
First, the program would set an annual , national limit 
on new capital expendittires by acute care ho~pitals. The 
limit would ' be set at a level somewhat below expenditures 
• ln recent years. 
The national limitwQuld be allOcated to the States 
• by a formula based on populati6n for at least the first 
year. In later years, the Secretary of HEW could adjust 
the formula to take into account factors other than 
population--such as costs of construction and need for 
, ' 
capital expansion or modernization. States would award 
ne~ certificates of need to hospitals up to their llmit. 
HSAs would assist the ~tates by reviewing and commenting 
on applications of certificates. 
Medicare and Medicaid would deny 'reimbursement to 
hospitals for unapproved projects. The Federal Government 
would operate the program in States which do not agree to 
participate. 
Second, in any health service area in which the number 
of hospital beds exceeds 4 per 1,000 population, or in 
which the average hospital occupancy rate is less than 
15. 
80 percent, no certificates of need would be allowed if 
they ~ould yield a net increase in beds in the area. In 
addition, no Federal grants, loan guarantees or tax subsidies 
for construction of beds in excess of the existing number 
would be permitted. 
Rationale: 
--A cost containment effort can only be effective over a 
long period of time if steps are taken now to slow ~he rate of 
growth of bed capacity and the duplication of expensive 
technology. 
--An effective capital spending constraint w~ll have 
further benefits by reducing the number of hospitals 
qualifying for exceptions in future years. 
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THE WHITE HOUSE 
TO THE CONGRESS OF THE UNITED STATES: 
This country spends more on health care than any other 
nation -- $160 billion this year, almost nine percent of our 
Gross National Product. We have the finest medical facilities 
and highly skilled, dedicated health professionals. Yet 
many of our people still lack adequate medical care, and the 
cost of care is rising so rapidly it jeopardizes our health 
goals and our other' important social objectives. 
I am transmitting to the Congress two major pieces of 
legislation to improve our health care system: The Hospital 
Cost Containment Act of 1977 to hold down rising health 
care costs, and the Child Health Assessment Program (CHAP) to 
improve health services for children of low-income families. 
I. Hospital Cost Containment Act of 1977. 
First, I am today proposing legislation which will 
limit the growth of the major component of health cost 
increases -- rising hospital expenditures. The Hospital 
Cost Containment Act will restrain increases in the 
reimbursements which hospitals receive from all sources: 
Medicare, Medicaid, Blue Cross, commercial insurers, and 
individuals. The limit will be set using a formula which 
not only reflects general inflation, but also extends to 
hospitals an additional allowance for improving their quality 
of care. Based on current trends, the limit for fiscal year 
1978 will be approximately nine percent. 
The legislation will also impose a limit on new capital 
expenditures for acute care hospitals. The program will fix 
a national level for such expenditures below that of recent 
years and allocate new capital spending among the states by 
formula. With the assistance of local planning agencies, 
each state will determine which facilities merit new capital 
expenditures. 
Specifically, the Hospital Cost Containment Act of 1977 
will: 
-- Limit the in-patient reimbursements of acute care 
hospit~ls, excepting new hospitals, federal hospitals and 
Health Maintenance Organization (HMO) hospitals. 
-- Provide an automatic formula to adjust the nine 
percent limit for moderate changes in expected patient load. 
The formula will contain strong incentives to discourage 
unnecessary hospitalization. 
-- Include an adjustment for hospitals which provide 
wage increases to their non-supervisory employees. 
-- Provide an exceptions process for the small percentage 
of hospitals which will undergo extraordinary changes in 
patient loads or major changes in capital equipment and 
services. The program will require the Department of HEW 
to respond to any application for an exception within 90 days. 
more 
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-- Disallow in the computation of a hospital's base 
cost any unwarranted expenditures made in anticipation of 
the implementation of the program. 
-- Allow states which operate cost containment programs, 
and are capable of meeting the federal program's criteria, to 
continue their own regulatory approaches. 
This program will save about $2 billion in fiscal year 
1978 -- over $650 million in the federal budget, over $300 
million in state and local budgets, and almost $900 million 
in private health insurance and payments by individuals. 
In fiscal year 1980, total savings will exceed $5.5 billion. 
These savings will slow a devastating inflationary trend, 
which doubles health costs every five years. This year health 
care will cost an average of over $700 for every man, woman, 
and child. Each worker's share of our Nation's health bill 
will require more than a month's work. 
For the federal budget, rising health spending has meant 
a tripling of health outlays over the last eight years. With-
out immediate action, the Federal government's bill for 
Medicare and Medicaid -- which provide health care for our 
elderly and poor citizens -- will jump nearly 23 percent next 
year, to $32 billiorl. 
RiSing health costs attack state and local governments 
as well. State and local Medicaid expenditures have grown 
from $3 billion in 1971 to $7 billion in 1976, forcing cutbacks 
which harm the low income recipients of the program. 
Unrestrained health costs also restrict our ability to 
plan necessary improvements in our health care system. I 
am determined, for example, to phase in a workable program of 
national health insurance. But with current inflation, the 
cost of any national health insurance program the Administration 
and the Congress will develop will double in just five years. 
Finally, uncontrolled medical care spending undermines 
our efforts to establish a balanced health policy. Medical 
care is only one determinant of our people's health. The 
leading cause of death for Americans under 40 is motor vehicle 
accidents. The leading causes of death for older Americans --
heart disease and cancer -- are directly related to our 
working conditions and our eating, drinking, smoking, and 
exercise habits. We can better confront these broader health 
problems if we can limit the increase in soaring medical 
care costs. 
Containing hospital cost increases is of central 
importance. Hospitals absorb 40 cents from each of our 
nation 9 s health care dollars, and the cost of hospital 
service is rising faster than the cost of other health 
services. As in recent years, our country's total hospital 
bill this year will climb 15 percent -- to $64 billion. 
Since 1950, the cost of a day's stay in the hospital 
has increased more than 1,000 percent -- over eight times 
the rise in the Consumer Price Index. Today, the average 
hospital stay costs over $1,300; just 12 years ago, a 
slightly shorter stay cost less than $300. This relentless 
increase places a severe burden on all of us -- and strikes 
hardest at the poor and the elderly. 
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To control escalating hospital costs, some have proposed 
to cap Medicare and Medicaid expenditures. Such a federal 
spending limit would encourage hospitals to reduce their 
services to low-income and elderly patients and to recoup 
rising expenses by increaSing their charges to all other 
Americans. In contrast, the legislation I am proposing 
today reduces the growth in federal Medicare/Medicaid 
expenditures without imposing such severe new burdens on 
other purchasers of health services. 
This legislation is not a wage-price control program. 
It places no restrictions on the hospital's ability to 
determine its charges for any particular service. It places 
no limit on the size of any wage demand or settlement. The 
program establishes an overall limit on the rate of increase 
in reimbursements, permitting doctors and hospital adminis-
trators to allocate their own resources efficiently, 
responding to local needs and individual circumstances. 
This proposal relies heavily on the initiatives of the 
private sector. For it to succeed, businesses, unions, and 
insurers, working with providers, must continue to pursue 
innovative techniques for reducing the cost of high-quality 
health care. The private sector's response to the challenges 
of cost containment will help decide its future role in our 
health care system. 
The federal sector must also hold down the costs of its 
own hospitals. The Administration will carefully review the 
operating and capital expenditures of federal health facilities, 
to insure that unwarranted increases do not occur. Further, 
we will eliminate unnecessary federal regulations which lead 
to increased costs for all hospitals. 
Our hospital cost containment system is transitional. It 
is intended to flow directly into a long-term prospective 
reimbursement system, which will not accept a hospital's base 
cost as given. The long-term system will be able to analyze 
and compare base costs and provide greater incentives to 
those hospitals which are most e,fficient. The Congress and 
the Administration are already at work on this long-range 
system. 
At the same time, I am committed to strengthening 
competition in the health industry. For example, we should 
encourage HMOs and other organizational arrangements which 
give providers an incentive to reduce costs, and we should 
encourage consumers to become more aware of the charges of 
different providers. 
Finally, all of us -- consumers and providers -- must 
work together to reduce the unnecessary use of hospital 
facilities and services. By cutting down excessive 
utilization we can help preserve our valuable resources. 
II. Child Health Assessment Program (CHAP). 
The second piece of legislation I am proposing today, 
the CHAP Program, will replace Medicaid's Early and Periodic 
Screening, DiagnOSis and Treatment Program (EPSDT) for 
children. The CHAP legislation, which calls for new 
expenditures of $180 million, will: 
more 
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-- Raise from 55 percent to over 75 percent the average 
federal payment to the states for health care provided to 
children whose health needs are assessed under the program. 
-- Extend benefits to children under age six whose 
family income level makes them eligible for assistance but 
who do not meet additional state eligibility requirements. 
-- Encourage states to assure the availability of 
comprehensive health providers for low-income children. 
-- Assure continuity of treatment by providing care for 
children six months after the family's eligibility for 
assistance otherwise terminates. 
-- Improve the federal program enforcement mechanism. 
Like the cost containment program, the CHAP legislation 
is a crucial first step. Other children's health programs 
also require significant improvement, and the Administration 
will take steps to meet these needs. But the CHAP program is 
urgently needed to assure that more low-income children 
receive regular, high-quality primary and preventive care. 
Currently, twelve million children are eligible for 
Medicaid, yet the EPSDT program is reaching only two million. 
Further, only slightly more than half of all children screened 
actually receive treatment for conditions that are identified. 
The CHAP program will assist the states in rectifying these 
deficiencies. 
I call upon the Congress to act favorably on both of our 
new health initiatives. 
JIMMY CARTER 
THE WHITE HOUSE, 
April 25; 1977. 
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